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Drafi Report Exportation and Import Substitution in the
Stanford Research Institute (SRI) Lebanese Agriculture Sector: A Field Survey
EXECUTIVE SUMMARY

Despite the grave problems and obstacles confronted, the agriculture and agrofood
industry sectors are perceived as productive. Different Lebanese Ministries and
private enterprises have been dedicating time and efforts to the improvement and
strengthening of these productive sectors, however, most initiations have not been
successfully fuifilled; they were either insofficient policies or inefficiently
implemented.

A field survey was conducted by Information International upon the request of the
SRI International in order to evaluate the opportunities of enhancing local production
and exportation in the Lebanese agri-industry sector. Henceforth, two questionnaires
were designed by the SRI, one on high Value Export Opportunities and the other on
Import Substitutes. Correspondingly, both food and beverages processors and fresh
market producers were presented with the questionnaires in correspnding to their
sector of activities.

Thereafter, food and beverages processors and fresh market producers were divided
into sub-categories with respect to each of the above sectors. Thus the study included
data on the sectors in general, and in particular in terms of each sub-category.
Accordingly, these results indicated that the principal export market was the United
States; whereby the most exported products were pickles and jam. Conceming local
production, tomatoes ranked first among the local agricultural products; these
commodities were distributed mostly to the vegetable retail markets.

The enbancement and improvement of local production and the export sector in
Lebanon faced several obstacles. These constraints were of two origins: business
oriented and policy oriented. The bnsiness-oriented obstacles mainly comprised of
high costs of wansportation for exporting products and for local prodnction. The
major policy-related problems include the absence of adequate policies aiding
exportation and the lack of governmental control and protection of domestically
produced goods.

Despite the above mentioned constraints, fresh market producers and food and
beverages processors proposed a series of actions that could be pursued in order to
expand their export and domestic sales. These actions were primarily: the acquisition
of new technologies and machines, and the creation of new export markets. The study
also revealed other aspects of export opportunities and import substitutes: the product
of a unit price, the cost structure of certain products, annual exports and domestic
sales, and means of expanding upon exportation and local production (including
import substitution).

Conclusions were drawn and recommendations given in accordance to the responses
from the two questionnaires, as well as govemmental policies on the industry and
facts on the Agricultural sector’s performance. Additionally, Information International
provided its own analysis of the industry and means of improvements based on the
results of the study and the performance of the sector.

Informution International 4
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Stanford Resecarch fastitute {SRI} Lebanese Agriculture Sector: A Field Survey

I OVERVIEW

The economic situation in Lebanon has recovered part of its vitality since the end of
the war in 1990. This was evidenced by a steady improvement in the Gross Domestic
Product (GDP). However, with respect to the agricultural sector and the National
GDP, its contribution was relatively low, especially when compared to the services
sector, whch has most benefited from the reconstruction plan launched by the
Government.

It could be asserted that the agricultural sector in Lebanon struggles to succeed. Many
studies were conducted in order to aid this sector and the resulting recommendations
were neither always within the required level, nor were they implemented effectively
when they were efficient.

Henceforth, since the sector is, cvidently, essential for the development of Lebanon,
and due to the fact that its performance has been, in the past, regarded as a relatively
major contribution to the Lebanese economy, specific policies for its development are
necessary. It is crucial for the government, as well as any private enterprise, to initiate
policies and incentives towards the sector. Specifically, actions ought to be taken to
enhance local production at lower costs and more affective conditions, giving such
products a greater competitive edge when exported (i.e. increasing exports at the same
time).

Based on these facts, Information international conducted a field survey, upon the
request of the Stanford Research Institute (SRI), with the aim of aiding the farther
development of the Lebanese agricuitural sector.

L OBJECTIVES

The general objective of the study is to assess the Lebanese Agriculture and Agrofood
Industry sectors, in order to evaluate their potentials of expanding for the reason of
increasing e¢xports to external markets and providing import substitutes by
intensifying local production. Therefore, the aim of the field survey was two-fold: the
first, to assess the high value of export opportunities, and the second, to evaluate the
concept of import substitution.

More specifically, the objectives revolved around the following.
Ist.  High Value Export Opportunities

< Determining the constraints facing the development of the agricultural
exportation opportunities.

< Determining the actions that could be undertaken in order to resolve problems
encountered.

< Evaluating the scope for export growth.

Information International 2
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2nd.  Import Substitution

< Determining whether import quantities could be reduced.

4 Determining the possibility and potential of increasing local production and
diversifying the nature of production.

< Determining the different strengths and weaknesses of the agricultural
production in Lebanon.

< Specifying the major business and policy-related problems facing fresh market
producers and food and beverages processors.

< Assessing the actions to be undertaken, as suggested by the fresh market
producers and food and beverages processors for the increase of domestic sales.

As a means to fulfill those goals, background information on the Lebanese economy
in general, and the agricultural sector in specific is provided. Then results from the
field survey are reported and analyzed. And finally, recommendations ars made with
respect to the responses of the field survey, the cumrent economic condition in
Lebanon (with emphasis on the agricultural sector), and Information International’s

own analysis.

HOL BACKGROUND

The agriculture sector occupies a considerable position in the Lebanese economic
activity. Despite the fact that the agricultural sector is considered a major productive
sector, a relatively- insignificant contribution is allocated by the National
Governmental Budget to the Ministry of Agriculture (0.3% for the year 2000, Official
Gazette, 16 February 2000). Its share is 0.5% of the total budget of developmental
projects of the Council for Development and Reconstruction (CDR) in accordance to
a S-year plan. For a productive sector, these contributions are evidently quite low,
especially when the fact that economically active population of the agricultural sector
constitutes approximately 9.2% is taken into account (Lebanon-Country Report,
1999). And, this is reinforced, if the agricultural sector in 1961 is reflected vpon,
whereby, the agricultural labor force was 50% of the total population, and it
accounted for 15.8% of the Gross National Product (GNP) (IRFED, 1960-61 study).
However, it should be stated that in 1961 Lebanon’s economic growth was at its peak.

Cultivated areas in Lebanon occupy 262.635 ha. Diversity of natural relief and
multiplicity of climatic characteristics result in great varicties of Lebanese agricultural
crops. The main products are fruits (temperate zone fruits, subtropical fruits, edible
nuts), field crops (cereals, tubers, bulbs, forages, industrial crops and food legumes),
vegetables (fleshy, leafy), and flowers.

The total production of these main crops is evaluated to be more than L.L. 1.500
billion (that is approximately 3 million tons; Results of Research about Agricultural
Production, 2000).

The Agriculture sector has also been retrograding at a steady rate due to many
obstacles, mainly rural exodus and a decrease in land cultivation by new generations.

Information International 3
Doc. 112 dv2/ March 2000



Draft Report Exportation and Import Substitution in the
Stanford Research Institute (SRI) Lebanese Agriculture Sector: A Field Survey

In fact, Lebanese farmers face major problems; among them are the high costs of
production and very low revenues, market stagnation, high prices of inputs and
equipment, irrigation infrastructure, and a lack of adeguate extension projects.

The public administration presented by the Ministry of Agriculture is taking decisive
steps towards aiding Lebanese fresh market producers. Nonetheless, it is also
encountering critical problems (such as a lack of control and an absence of reliable
agricultural policy) worsened by the increasing public debt.

The Lebanese Agrofood Industry is comprised of small enterprises, some of which are
not controlled, and others do not even have an official permit, while others are not
even registered. These enterprises process different products, including, bottled water
and beverages (wine, arak, juices), canned and processed food (vegetables, fruits, jam,
pickles, chicken), and dairy products (labneh, Lebanese cheese and yogurt) .

Three Lebanese Ministries govern the Agrofood Industry. The Ministry of Industry
directs its main sectors. The Ministry of Agriculture is responsible for the locaily
produced inputs, and the Ministry of Economy and Trade regulates imported inputs.

The Agrofood Industry, in general, confronts problems of varions types, namely
institational obstacles (lack of coordination, and of national policy), socic-economic
problems (lack of long-term credits, of internal and external marketing channels), and
technical hindrances (professional staff deficiency, high cost and high taxes on the
imported packaging material). In particular, the industry’s development and its
policies face the following severe constraints: political and socio-economic problems
(lack of clear market strategy and of incentives to farmers), technical restraints (poor
post-harvest technologies, inefficient management of land and water use), institational
hindrances (lack of agricultural credit services, lack of regulation and quality control
systems), and environmental constraints (misuse of water, land, forestry, fishery)
{Lebanon-Country Report, 1998).

Despite the evident graveness of the above problems, the Agrofood industrial sector
ranks high in importance with respect to the other industries in Lebanon. It is regarded
among the most important exporting sectors in Lebanon with markets including the
Arab Countries, Europe, USA, Canada, and Africa. Along with commodities from the
Agrofood industries, edible vegetables and fruits are perceived as the highest exported
products.

In general it is assumed that, in Lebanon as a whole, the export and import sectors are
boih relatively well developed. According to the Directorate of Customs (1998), the
exported items that gencrated the highest value were un-manufactured (raw) tobacco,
followed by apples, pears and quinces. Food preparation came third, citros fruits
ranked fourth, then foilowed potatoes, and lastly, wine

Data on high value imported products were also indicated; cigars, cheroots, cigarillos
and cigarettes ranked first, live bovine animals followed. Cheese and curd ranked
third, wheat and muslin came fourth, followed by vegetables, and lastly, sweetened
milk and cream.

Information International 4
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It is worthy of noting that the total import value exceeded approximately 10 times the
export values in 1998 leading to continuous chronic deficit of the balance of trade
(Total of Exports-Total of Imports).

Based on these data, Lebanon is far from being regarded as self-sufficient. The
agricultural sector, as well as the agro-industry business, should be rebuilt and
modernized taking into account their great importance along with their exceptional
potential.

IV. METHODOLOGY AND IMPLEMENTATION

SRI has designed two questionnaires (Annexes A and B) in order to assess the
performance and evaluate the potentials of the Lebanese Agribusiness industry. The
first questionnaire dealt with Export Opportunities in Lebanon, and the second one
mainly tackled issues conceming Import Substitution.

Forty-one out of the largest food and beverages processors in Lebanon were first
contacted by phone and received the questionnaire by fax. However, only fourteen
responded after several attempts. On the other hand 27 fresh market producess,
chosen randomly, were interviewed directly in Chouwaifat and the *Vegetable Retail
Markets” of Sin-El-Fil and Bir-Hassan.

Six food and beverages processors were presented with the questionnaire on the High
Value Export Opportunities, and three responded to the questionnaire dealing with
Import Substitutes, each according to its sector of activity. Five out of all interviewees
filled both questionnaires. While food and beverages processors responded to the
questionnaire by fax, fresh market producers, (only interviewed with respect to the
import substitution part of the study), were interviewed face to face. Henceforth, the
total number of interviewees in both parts of the study accumulated to a total oumber
of 46.

The data gathered was coded, cleaned, and entered into the computer for analysis,
using the SPSS Statistical Package. Frequency distribution and cross-tabulation
techniques were conducted to test the relationship between the main variables in
general and according to each sector in particular.

Informasion Mnternational 5
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A. High Value E rtunities

1. General Outlook

Initially, the field survey sample attempted consisted of thirty-eight food and
beverages processors of various production sectors. However, only eleven food and
beverages processors cooperated and responded. The target of the questionnaire was
to assess their export activities. Accordingly, the export products were divided into
five sectors: Wine and Arak, Fruits, Food Industry and Trade, Agri-Industry and
Trade, and Juices and Ketchup. It is worth noting the distinction between Food and
beverages processors and Food Industry and Trade; while the former processes food
and beverages only, the latter produces additional items such as soap.

The eleven food and beverages processors, in accordance to their processing and
exporting activities, were allocated in the following manner with respect to the above
sectors:

< Two food and beverages processors in the wine and arak sector.

< One company in the fruits sector; exports included grapes, appies, and
oranges.

< Six food processors in the food industry and trade; produce and export
olive oil, olives, tahina, halawa, pickles, jam, canned food, milk products,
cooked food, cooked broad-beans, and chick peas.

< One company in the agri-industry and trade sector; process and exports
olive oil, olives, soap, and aromatic water.

< One company in the juices and ketchup sector.

2. Export Markets

The general export trend according to the general results of the survey, and not the
particular sectors mentioned above, indicated that the United States market is the
prime export market for Lebanese products with 81.8 %. Following were the Gulf
countries with 45.5%; United Kingdom and France with 36.4% each, and Canada and
other European countries with 27.3% (Figure 2).
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Draft Report Exportation and Import Substitution in the
Stanford Research Institute (SRI) Lebanese Agriculture Sector: A Field Survey

B.  Import Substitutes
1. General Outlook

The import sector in Lebanon is large and well-developed. Conformably, imported
products are not solely the ones that are unavailable locally, but also include products
similar to domestically produced items. The goal of this part of the study was to
determine whether the vast quantities of imports could be reduced, and whether this
could be achieved by increasing local production and diversifying the nature of local
products. However increasing local production can not be easily realized. Many
constraints revealed below are encountered by the surveyed fresh market producers
(27) and food and beverages processors (8). It is important to note at this stage that
since the study was conduocted in winter, the results were notably influenced due to
the fact that cultivation is greatly dependent on seasonal changes; in winter, only
certain types of leafy and fleshy vegetables are cultivated.

Similar to the section on exports, fresh market producers and food and beverages
processors are divided into five sectors: Vegetables and Fruits, Wine and Arak, Food
Industry and Trade, Poultry, and the Agri-Industry and Trade.

< The Vegetable and Fruits sector included 27 fresh market producers
subdivided to comprise the following: vegetables, tubers and cercals, cereals
and vegetables, fruits, as well as citrus and vegetables.

Two processors represent the Wine and Arak sector.

Two food processors comprised the Food Industry and Trade sector.

Poultry is represented by three food processors.

Only one company represented the Agri-Industry and Trade.

2. Products and Distribution Markets

According to the survey results in general, independent of the above sectors, tomatoes
ranked first (31.4%) among the agricultural products, followed by strawberries and
apples (22.9%), grapes (17.1%), pear (14.3%), frozen processed chicken, broad-beans
(11.4%), and cherries {(11.4%) illustrated in Figure 8.

AAAA

It is essential to point cut that the above results are in conformity with those of the
General Census implemented and edited by the Ministry of Agriculture (Results of
Research about Agricultural Production, 2000).
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V1. RECOMMENDATIONS

In terms of export sales and domestic sales the field survey results indicated that, in
general, local sales were greater than export sales. This trend was reinforced by the
food and beverages processors who responded to both questionnaires. Accordingly,
their local and export commodities were almost the same. Nonetheless, their local
sales were more important. This could be explained by the trend of work and type of
products that are in greater demand by local markets than foreign markets.
Additionally, two business-oriented constraints were reported which comrespond to
lower expotts, and thus, increase the importance of local sales, namely high costs of
clearance and high costs of transportation. In part, such exceptionally high costs are
often assumed to be the outcome of corrupt practices entailing bribery to ensure
clearance and other related procedures. Among the policy-oriented hindrances, the
lack of adequate policies also promotes production for domestic markets andt less
incentives to export. Such policies include the lack of bilateral agreements, of
professional agribusiness projects to produce competitive commodities, and an
absence of government subsidies. Based on these facts, the export sector in Lebanon
still requires decisive steps and initiatives in order to expand and evolve.

The survey revealed that Lebanese fresh market producers and food and beverages
processors have been encountering several obstacles regarding import substitution and
exportation. Henceforth, a series of actions was suggested that could be conducted in
an attempt to expand and improve their annual domestic sales as well as export sales.

The actions reported in the 46 questionnaires revolved around the organization and
creation of new local and export markets, the reduction of prices and taxes, and the
adoption of a developed program (agricultural calendar, bilateral agreements). Thus,
the incitement and intervention of the government is essential for the accomplishment
of all these actions. Many policies are proposed by the government and could be
summarized in a two-fold manner:

1. Achievement of a profitable and sustainable agricultural production based upon
the following:

< Enhancing the Lebanese foreign exchange balance by increasing agricultural
exports, through substitution and competitive products, as well as increasing the
output of agricultural production

< Intensifying production and productivity of strategic crops

< Reducing dependency on imported principal commodities

< Improving food processing to increase value added from the agricultural sector.
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B. Development of the Agrofood industries inherent to the following areas:

Providing capital and credit for processing enterprises
Introducing modem technologies

Increasing specialized staff and the number of workers
Reducing the cost of raw material

Opening and creating new export markets

Increasing level of exportation

Encouraging investments for exportation
Implementing legal agreements and protocols.

AAAAMAAAAA

Among the various policies adopted by the Ministry of Agriculture is that of adopting
an agricultural calendar for the exportation and importation of commodities.
However, as was indicated by the survey results, such a calendar has not been able to
fulfill its objectives; it is not fully applied and it does not assimilate the cultivation
period of Lebanese crops. Furthermore, it appears that despite its adoption, the
process of implementation retains a cleavage. Along the same lines, the oversupply of
agricultural commodities and their marketing seem to be additional serions problems
facing Lebanese fresh market producers and are also related to the agricultural
calendar policy. Accordingly, identical products to some locally produced
commodities are imported (as was shown in Table 5). Henceforth, the government,
through a more accurate export/import policy, could reduce the problem of
oversupply as well as severe competition from imports. Importing potatoes from
Egypt is one example. Such importation starts on the 1* of February, however, by that
date, Lebanese potatoes would not have been completely disposed. Such importation
is the result of a bilateral exchange agreement between the Lebanese government and
the Egyptian government; exporting Lebanese apples in exchange for Egyptian
potatoes. It could be pointed out that other agricultural and industrial products could
be imported from Egypt (instead of potatoes), for example rice, ground nuts, dates,
figs and cotton (these do not poise as a threat to local products).

Although taxes on some imported goods imposed by the govemment are high and,
thus, entail relatively higher import prices, these prices are still competitive with local
prices (as was shown in the results) due to a high cost of production in Lebanon.
Henceforth, the intervention by the Ministry of Agriculture is a necessity; it should
adopt policies and make provisions to aid the sector in reducing its prices. Such could
be in part achieved through the provision of fertilizers, seeds and pesticides at lower
prices, as well as the training of farmers with respect to new technologies and
methods of production. This could be implemented by imposing dates for chemical
pulverization, thus, reducing the amount of such pulverization. In other words, rather
than farmers inefficiently engaging in the process several times a year, such a process
can be implemented only when required. The establishment of an agricultural
cooperative would most likely render cheaper input costs in a more effective manner.
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Additionally, one mode of increasing local consumption sales, which may however
increase short run production costs, would be to add new target markets for
consumption, namely, fast food outlets and supermarkets. For example, producers
could cultivate several types of potatoes as requested by fast food franchises, hence,
motivate them to consume local production rather than imports. Similar examples
could also apply to supermarkets; different types of sweet peppers, mushrooms, and
leafy vegetables could be cultivated. However, it is imperative to state that fresh
market producers may not be taking such new initiatives due to problems they already
encounter with their prevailing commodities. Therefore, the costs incurred of
producing the various types of products (some of which mentioned) may be perceived
as higher than the benefits as a consequence of existing obstacles.

With respect to the problem of the oversupply of domestic products, the establishment
of fresh juices processing factories could be a solution. In fact, among the food and
beverages processors that refused to respond, one of them is a fresh juice processor
known as K-SUN (Taanayel-Les Fermes); it could be safely assumed that its
productions are highly demanded locally. Therefore, the number of such factories
(processing orange, apples or grapes juices) could be expanded primarily in order to
increase domestic sales, and additionally, to avoid dumping of oversupply produce,
small-sized fruits, damaged fruits (due to wind or transportation handling), and
diseased fruits (where shape is affected as in the case of apple scab...). This would
solve the obstacle of oversupply.

Moreover, role models could be used to enhance import substitution. For example,
China places restrictions and quotas on certain imports in order to increase
consumption of local produce. In certain categories of agricultural production in
Lebanon, such measures could be applied (such as prevention of imports of tomatoes,
potatoes and eggplants).

In conclusion, it could be asserted that in accordance to the survey results and the
available governmental policies, the Lebanese Agriculture and Agrofood Industry
sectors still have to struggle in order to fulfill demands and expectations. Specifically,
the industry has to face the above hindrances as a means to increase exportation,
expand upon its local production, provide import substitutes, and produce new lines of
commodities.
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Lebanon Agribusiness Survey: High Value Export Opportunities

1. COMPANY NAME: 2.SECTOR:

3. CONTACT PERSON: 4. POSITION/TITLE:
5. ADDRESS: 6.TEL/FAX:

7. What are your four major export markets and products at present?

Markets . .

Products . . .

8. What are your approximate annusl export salcs?

9, Are these export sales growing or falling? 0 Growing O Falling
10. On average, by what percent have they been growing/failing annually in the past three years?
1997; % 1998: % 1999: %
11. Do you expect sales of your current products to grow in the futare? 0 Yes a No
12. What are the four roajor business problems you face in increasing your export sales?
One.
Two.
Three.
13. What arc the four major policy-related problems you face in increasing your expost sales?
One.
Two.
Three. :
m‘ I..
14. List the four major specific actions that could be undertaken to expand the expost sales of your
firm?

One.
Two.
Three.
Four.

15. What additional products could you produce for export markets? (Fill in table below)

Opportunities for Export Growth
rt Groups
ExpORT MARXETS | Fresh Fruit and | Frozen or Canned Oeher Processed | Horticultural § Other Exports
Vegetables Fruit and Vegetables | Foods (Dried) | (Flowers)

Middie East Region
Arab Gulf Conntries
Europe
North America
Australia

16. Why haven't you produced any of them yet?
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Lebanon Agribusiness Survey: Import Substitute

1. COMPANY NAME: 2. SECTOR:
3. CONTACT PERSON: 4. POSITION/TITLE:
5. ADDRESS: 6. TEL/FAX:

7. What are the four major products that you currently produce?

8. What kind of clients do you scll to: O Supermarkets 3 Small stores £ Restaurants o
Hotels
C Caterers (0 Food services (1 Fast food chains 0 Others, specify

9. What is the approximate value of your annual sales?

10. Are your annual sales to domestic clients growing or falling? O Growing D Falling

1. On average, by what percent have they been growing/falling annually in the past three years?
1997: % 1998: % 1999: %

12. Do you expect sales of your curreat products 1o grow in the futare? D Yes 0O No

13. What arc the four major business problems you face in increasing your domestic sales?
One.
Two.
Three.
Four.

14. What arc the four major policy-related problems you face in increasing your domestic sales?
One.
Two.
Three.
Four.

15. List the four major specific actions that could be undertaken to expand the domestic sales of your
firm?

One.
Two.
Three.
Four.

16. What is the enit price you are receiving for your major product (kg, toas, ...)?
17. If you know, what is the estimated unit price for the competing import?
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18. What are your operations (farm) biggest strength or weakness?

One. Type of land
Two. Your Know-
Three.

How

Technology

Four.Labor productivity

Five. Costs of inputs

Six. Access to water

Seven. Access to market

Eight.

Marketing information

1]
DUDDDDUU%

19. Breakdown the cost structure for your top two products:

One. Land

!

ogao000D0COaQ

Two.Labor

Three. Inputs

Four. Transports

Five. Marketing/Management

20. What additional products could you produce for domestic markets? (Fill in the table below by

citing specific products}
Opportunities for Import Sgbstitute
Food Groups
END USERS Poultry and Meat Fresh Fruit and | Frozen or Camned | Processed Foods
Dairy Vegetable Fruit and Vegetables

Supermarkets e.g Olive Oil
(High income)
Supermarkets
(Mid/low income)
Food serv/Caterers e.g. Sances
Restaurants .z French Fries

Fast food chains e.g. Mozzarella

Cheese
21. Why haven’t you produced any of them yet?
39
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